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The purposes of this study are to investigate whether SMEs in Malaysia do 
environmental scanning and levels of importance of internal environmental 
scanning factors to the SMEs. SME has contributed quite large percentage to 
the growth of Gross Domestic Product (GDP) in Malaysia. It is crucial for every 
company to analyze strengths and weaknesses of the internal and external 
environment to enable the business sustain and growth. Three hundred 
structured questionnaires were mailed to SMEs in the Northern states (Perlis, 
Kedah and Penang) and only 108 questionnaires were used in the statistical 
analysis. The results show that over 60% of the companies interviewed agreed 
that they perform environmental scanning. The factors of internal 
environmental scanning following the important level for the participants are 
finance, products, skill, values, communication, system, management style, 
asset, super-ordinate goals and belief. 
 





“SMEs represent a whopping 99.2 per cent of total active business establishments, and 
due to their large number, Malaysian SMEs have the potential of becoming among key 
drivers in transforming the country towards an innovation-led economy,” Sabah Chief 
Minister, Datuk Seri Musa Haji Aman. 
 
The statement above shows the role plays by SMEs and how it effects national growth as 
general. SME are increasingly playing an important role in the economic growth of many 
countries (Olawale & Garwe, 2010; Zhang & Debin, 2010). Thus, governments 
throughout the world focus on the development of the SME sector to promote economic 
growth. In Budget 2013 initiatives such as the RM1 billion of SME Development Scheme 
was provided by the Malaysia Government to encourage and support SME business for 
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community.  There is no doubt that SMEs is playing a huge role to the economic growths 
for Malaysian. Small businesses play important part in increasing national income, 
providing tax revenue, and jobs. It is recognized that they can be leaders in exploring new 
opportunities, and in becoming creative and innovative in new product development, 
packaging and branding, new services in ICT and outsourcing sector. 
 
Therefore, the effort of environmental scanning by SMEs can be the essential part to 
sustained competitive advantage in line with the business strategy and environment. 
Environmental scanning is the monitoring, evaluating and disseminating of information 
from the external and internal environment to strategies within the organization. Both 
internal and external environmental scanning is important to be conducted but basically 
internal scanning will be done first as it will be the ground analysis to determine further 
direction of an organization. Failure to analyze the strength and weaknesses internally 
may resulting inefficient of resources used and also way behind to compete and sustain 
the business in long term.  
 
SMEs in Malaysia not only need to compete with each other but also need to be adaptable 
to moving internationally. In our point of view there were several factors that might be the 
internal challengers towards the success of SMEs in our beloved country. First and 
foremost was the tax rate of 20%-26% for SMEs (with paid-up capital of below RM2.5 
million) have been challenging, compare to that of Singapore (17% tax rate with certain 
tax exemption on low chargeable income of upto S$300,000) and Hong Kong (15%). 
Secondly, The cost of running the business in respect of fees, rate, assessment, tolls, 
utilities, sewerage charges, are relatively challenging although not the highest in Asean. 
These might be just few examples of obstacles to set up and enlarge the SMEs in 
Malaysia.  
 
So, the problem statement and study objectives for this study are to investigate whether 
SMEs in Malaysia do environmental scanning and identify levels of importance of internal 
environmental scanning factors to the SMEs.  
 
2. LITERATURE REVIEW 
 
As part of the literature review, we are including the Wheelen and Hunger Strategic 
Management Model as reference. The model is segmented to four sections, which are as 
follow: 
i. Environmental Scanning (Gathering Information) 
ii. Strategy Formulation (Developing Long-Range Plans) 
iii. Strategy Implementation (Putting Strategy into Action) 
iv. Evaluation and Control (Monitoring Performance) 
 
Figure 1: Strategic Management Model 
 
 
(Source: Wheelen T. L. , Hunger D. J. (2012), “Strategic Management and Business Policy) 
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This journal will be discussing on the first section of the model which is about the 
Internal Environmental Scanning.  
2.1 Description of SME in Malaysia 
SME Corporation Malaysia describes SME in the various sectors and subsector based on 
the Annual Sales Turnover or Number of Full-Time Employees. Small enterprise has sales 
turnover between RM250 000 and less than RM10 million or full time employees between 
5 and 50. On the other hand, medium enterprise has sales turnover between RM10 
million and RM25 million or full time employees between51 and 150. All these 
specifications needed by the government to formulate effective development policies, 
support programmes as well as provision of technical and finance assistance. Two main 
categories applied for SMEs in Malaysia are manufacturing, manufacturing-related 
services and agro-based industries and also services, primary agriculture and ICT. 
2.2 Environmental Scanning 
Organizational environment consists of both external and internal factors (Oghojafor, 
2006; Aluko et al., 2004; Kazmi, 2002; Dakare & Oghojafor, 2009). Environmental 
scanning is the monitoring, evaluating and disseminating of information from the 
external and internal environment to strategists within the organisation. Environment 
must be scanned so as to determine development and forecasts of factors that will 
influence organizational success. Environmental scanning refers to possession and 
utilization of information about occasions, patterns, trends, and relationships within an 
organization’s internal and external environment. It helps the managers to decide the 
future path of the organization. Scanning must identify the threats and opportunities 
existing in the environment. While strategy formulation, an organization must take 
advantage of the opportunities and minimize the threats. A threat for one organization 
may be an opportunity for another. 
Most empirical research on environmental scanning has focused on relationships 
between scanning behaviours (frequency, scope, sources used, and interest) and 
environmental conditions such as environmental uncertainty, perceived threats and 
perceived opportunities (Daft et al., 1988; Tyler et al., 1989; Sawyer 1993; Lang et al. 
1997) as cited in Karami (2008).  Many researchers have acknowledged that rational data 
gathering activity lies at the heart of strategic decision making. According to Daake et al. 
(2004), rational data gathering includes environmental scanning that involves acquiring 
and processing voluminous amount of information. Furthermore, from Abels (2002) 
study, environmental scanning assesses the internal strengths and weaknesses of an 
organization in relation to the external opportunities and threats it faces. One study in 
the information technology literature suggests that a knowledge acquisition information 
system might help managers systemize their thoughts during strategic planning (Jonas & 
Laios, 1993). This may be especially helpful when environmental uncertainly requires 
that a large body of information be considered (Daake et al., 2004). 
2.2 Internal Environmental Scanning 
The internal condition of the organization will determine how it is positioned to handle a 
specific trend, issue, or event (Abels, 2002). Internal environmental scanning considers 
the organization’s present structure and culture to determine whether an existing 
condition is a strength or weakness in relation to current and potential strategies. 
Internal Environmental Scanning is a means to determine the organization’s structure 
and culture that may help or hinder the accomplishment of existing or new strategic goal 
and objectives (Baynes, 2005). The internal environmental scanning should provide a 
profile of the capabilities, resources and skills of each of the organization's major 
activities. The organization can then be in the position, by means of comparison to 
identify the areas in which it is outstanding (competitive strengths) and deficient 
(competitive weaknesses) (Brownlie, 1989). In short, internal environmental scanning is 
an organizational analysis to identify core competencies. The organization’s internal 
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condition will determine if it is positioned to deal with developing trends, issues, and 
events (Abels, 2002).  
Based on the findings of earlier research, the internal environmental scanning factors 
affecting SME business success were classified into the following categories: (1) an 
entrepreneur characteristics (Kristiansen et al., 2003), (2) characteristics of SME 
(Kristiansen et al., 2003), (3) management (Swierczek & Ha, 2003; Baynes, 2005), (4) 
products and services (Hitt & Ireland, 2000), (5) customers and markets (William et al., 
2005; Chittihaworn et al., 2011), (6) the way of doing business and cooperation (Hitt & 
Ireland, 2000), (7) resources and finance (Swierczek & Ha, 2003; Kristiansen et al., 2003; 
Chittihaworn et al., 2011), (8) strategy (McMahon, 2001), (9) company’s competitive 
position (Baynes, 2005), (10) Human resource skill (Baynes, 2005), (11) technological 
capabilities (Baynes, 2005), (12) values and backgrounds of its employees (Baynes, 2005). 
Most of these factors are much important than the others. Know what to do first is 
crucial to SMEs giving the fact that they carried limited financial resources to the 
business. 
2.3 SME Influential Factors for SME Internationalization: Evidence from Malaysia  
SMEs in Malaysia are reported to be going international due to internal and external 
factors. Internal factors that play a role for this are motives such as globalization and 
domestic conditions; and the firm’s ability and key characteristics of top managers. The 
research goes on to identify the most influential factors that affects SME internalization is 
relationship or networking. The role of networking or relationships to create awareness of 
international opportunities, a range of firm specific issues, industrial linkages factors as 
well as the external influences and motivational factors  (Zizah et al., 2010). 
 
3. THE METHODOLOGY 
 
3.1 Research Design 
 
This is a descriptive study which studied whether SMEs do strategic planning and how the 
strategic planning process is done. No artificial setting was created as this is a field study 
where all variables were not manipulated. The sample of this study consisted of SMEs in 
the northern region of Malaysia, namely State of Perlis, Kedah and Penang. The unit of 
analysis was organization. A purposive sampling was used as the sampling design because 
companies that were chosen have to qualify certain requirements before they are considered 
as SMEs. As this is a cross sectional study, data was collected over a period of weeks and it 
was gathered from September 2010 to December 2010. 
 
3.2  Questionnaire Design 
 
There were no hypotheses testing in this study. Respondents were asked on whether they 
do strategic planning and whether they used each tools suggested by the model by Wheelen 
and Hunger (2008) to do their strategic plans for each stage of  the four stages of strategic 
plan namely environment planning, strategy formulation, strategy implementation and 
strategy evaluation and control. The questionnaire were designed in four parts namely Part 
A with questions about the tools of strategic planning like whether respondents used vision, 
mission, objectives and strategies for their strategic planning. Part B talks about 
environmental scanning and the elements to consider during the scanning process. In Part 
C, respondents were given the model of Wheelen and Hunger and asked whether their 
strategic planning process resembles that of the model and if it did not resemble their 
strategic planning process where or how it was different. Finally in Part D respondents were 
asked to provide the biodata of themselves and that of their companies.  
  
3.3 Data Collection Techniques 
 
Data in this study was collected via mail questionnaires and individual administered 
questionnaire. About 250 questionnaires were mailed to the respective SMEs with the help 
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of a research assistant and another 100 questionnaires through self administered method 
through the help of students.   
 
3.4 Data Analysis Techniques 
 
Statistical Package for the Social Sciences (SPSS) version 14.0 was used to analyze the data 
collected in this study.  For data processing, five statistical techniques included descriptive 
statistics, mean, median, standard deviation were used for different purposes. For 
inferential statistics, crosstab results were obtained and chi square results were conducted. 
Respondents’ demographic variables were analyzed using descriptive statistics such as 
frequencies and percentages. Meanwhile, other items that were measured based on the six 
point Likert scale hence an ordinal measurement scale have been used in the research 
instrument. Due to this reason, only non parametric tests such as chi squares were 
performed to analyze the results    
 
4. THE FINDINGS 
 
4.1 Internal Environment Scanning Test from Wheelen & Hunger  
 
In order to find out the strategic planning for all the 108 companies, a cross tabulation 
tests and Chi Square tests were conducted. The tools of Wheelen and Hunger (2008) tests 
verified the four levels of Wheelen & Hunger Model and its strategic planning tools used for 
every stage of the model. 
 
Cross tabulations were conducted between questions A5 that consider company to 
conducts internal environmental scanning. Following are factors for internal environment 
which are: B6a, B6b, B6c, B6d, B6e, B6f, B6g, B6h, B6i, B6j, B6k, B6l, B6m, B6n, B6o, 
B6p, B6q, B6r, B6s, B6t, B6u, and B6v. Table 1 below indicates the important of the factors 
in descending order.  
 
Table 1: Index for Question B6 (Factors of Internal Environmental Scanning) 
Index                                B6 (Factors Of Internal Environmental Scanning) 
B 6a  : Super-ordinate goals 
B 6b  : Strategy 
B 6c  : Structure 
B 6d  : System 
B 6e  : Style 
B 6f  : Skill 
B 6g  : Management style 
B 6h  : Asset 
B 6i  : Culture 
B 6j  : Belief 
B 6k : Values 
B 6l  : Asset 
B 6m : Price 
B 6n  : Place 
B 6o  : Product 
B 6p  : Promotion 
B 6q  : People 
B 6r  : Process 
B 6s  : Physical evidence 
B 6t : Communication 
B 6u : Brand 
B 6v : House technology 
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4.2  Cross Tabulations Results between Question A5 and Question B6a – B6v 
 
The cross tabulation result between Question A5: Does your company conduct 
environmental scanning and Question 6(a,b,c,d,e,f,g,h,I,j,k,l,m,n,o,p,q,r,s,t,u,v) is shown in 
table 2. 
 









Neutral Important Very 
Important 
Total 
B6a Super ordinate goals 2 2 7 34 36 81 
B6b Strategy 0 3 9 23 46 81 
B6c Structure 1 10 18 41 20 80 
B6d System 1 0 8 41 27 81 
B6e Style 0 1 20 33 27 81 
B6f Skill 0 0 4 28 49 81 
B6g Management Style 0 1 7 38 34 80 
B6h Asset 1 1 1 30 48 81 
B6i Culture 0 2 16 28 35 81 
B6j Belief 0 0 11 29 41 81 
B6k Values 1 2 2 34 42 81 
B6l Asset 2 2 5 35 37 81 
B6m Price 1 1 11 28 40 81 
B6n Place 0 5 9 30 37 81 
B6o Product 0 1 2 21 57 81 
B6p Promotion 0 1 6 33 41 81 
B6q People 0 2 11 33 33 79 
B6r Process 0 1 13 36 31 81 
B6s Physical evidence 0 3 18 36 22 79 
B6t Communication 0 2 3 28 48 81 
B6u Brand 0 1 13 33 33 80 
B6v House technology 0 3 19 35 23 80 
 
From the cross tabulation table above, we can see that the internal environmental factors are combined from the 
scale of very important up to very not important. Nevertheless, it can be depicted in a histogram as follows: 
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The result of the histogram shows the internal environmental scanning factors according to 
the level of importance which show that the level of important for finance and product is the 
same where both has 78 score, follow by 77 which is skill, 76 for values and 
communication, 74 for system, 72 for management style, asset and super ordinate goals 
and lastly 70 for belief. From this histogram we can conclude that, in order to have a 
successful organization, the management must emphasis on the finance and the company 
product.    
 
5. DISCUSSION OF FINDINGS 
 
5.1 Do SMEs do environmental scanning? 
 
From the result, it is found that a total of about over 60% of the companies interviewed 
said that they practice environmental scanning in their organization. Environmental 
scanning identifies the strengths and weaknesses of a company. This result actually 
consistent with Jorosi (2008) finding stated that SMEs do environmental scanning. This 
conclusion is very significant for SMEs because it shows them the usefulness and 
benefits of practicing environmental scanning for their company.  
 
Besides that, SMEs do indeed scan the environment and use continues mode of scanning 
due to the limited resources (Jorosi, 2008). The fact that SMEs carried small capital into 
business has encouraged managers to be more sensitive with the environment changing. 
SMEs also lack the infrastructure and resources necessary to collect adequate 
information needed to cope with dynamic and highly uncertain environment. Thus, to 
compete and sustain in particular market, SMEs have to scan environment frequently 
than large company which does not sensitive with environmental changing. 
  
This result actually argued by Haase & Franco (2011) who found that SMEs do not scan 
as broadly or as frequently as their larger counterparts. SMEs restricted by resource 
constraints, so that they typically lack the infrastructure to suitably scrutinise and 
analyse external information. Thus, they must decide where to allocate their limited 
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scanning resources sometimes missing out on the added value afforded by holistic use of 
the available information sources. 
 
5.2 Levels of importance of internal environmental scanning factors to the SMEs.  
 
From the result, most of the companies participated in the interview felt that finance and 
products are the main important of internal environmental factors followed by skill, 
value, communication, system, management style, asset, super-ordinate goals and belief. 
This result was not a surprise as previous research found that banks play these 
important role of promoting economic growth especially for SMEs and development 
through the process of intermediation, which many economists have acknowledged that 
the financial system, with banks as its major component, provide linkages for the 
different sectors of the economy (Aboh, 2011; Sanusi, 2011) as cited on Luper (2012). As 
SMEs entrepreneurs, most of the time they did not bring large cash to start their 
business. So banks will play important roles to ensure that SMEs get enough capital to 
start and sustain the business that later can contribute to the country economic success. 
 
In real business world, carrying enough capital will not guarantee success to the 
business. Sustaining competitive advantage that valuable, inimitability, rare and non-
substitutability is very crucial to SMEs to sustain and gain profit in business. So, having 
product innovation is crucial if SMEs want to achieve the competitive advantage. Previous 
research done by Sandvik & Sandvik (2003) established that product innovativeness has 
a positive association with firm performance. Not all of product innovations will need 
large capital. Develop new idea of existing product sometime much easier than produce 
totally new product to the market. 
 
Having good communication system is also important to SME since it can bring the 
business one step closer to the international level. Information and communication 
technologies (ICT) system can be used to develop new organizational models, compete in 
new markets or enhance their internal and external communication relationships. 
Sánchez et al. (2007) stated as economic and management viewpoint, ICTs have been 
regarded as: (1) a social construction; (2) an information provider; (3) an infrastructure – 
hardware and software; and (4) a business process and system. From a marketing point 
of view, ICTs have also been viewed as: (1) a variety of separate applications (Internet, 
databases, PowerPoint); (2) a marketing channel; (3) a communication/promotional 
medium; (4) a marketing technique; and (5) a tool for relationship marketing. So, the 
finding that communication is at important level for internal environmental scanning is 
truly supported by other researcher.    
 
Assets can be divided into tangible and intangible assets. This research found that asset 
was less important factor for internal environmental scanning. Accumulation of 
unnecessary tangible assets could give SMEs more debt in short term. On the other 
hand, intangible assets are inert, they do not create value by themselves but in 
conjunction with other organisational factors, and as such, companies need an 
understanding of their role in the overall value creation process (Lev & Daum, 2004). So, 
assets will be more valuable for SMEs if they really understand the important of the 
assets and how to use them to generate profit in long term. 
 
This finding provides the support for earlier research which emphasizes the importance of 
having scanned their internal environment to understand their strengths and weaknesses 
as espoused by the Resource Based Theory. The Resource Based Theory emphasizes the 
need of the firm to know their strengths in terms of the resources, capabilities and 
competencies that they have; and the firm need to scan the internal environment.  
 
6. CONCLUSION  
 
This study gives SME managers valuable information. SMEs in the northern region of 
Malaysia have realized the importance of doing the environmental scanning and most of 
them done that at the first step of company development. Environmental scanning has 
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been agreed as one of the most important scanning need to be done by all large and small 
companies. Environmental scanning constitutes a key mode of organisational learning 
(Karami & Chen, 2010). It is either you failed to planning or you planning to fail. By doing 
that, actually manager would be able to scan all the strengths and weaknesses of the 
company. Strengths can be used as one of the company’s competitive advantage to 
sustain and be different with the competitors in the real business world. 
 
Basically this study revealed that most of SMEs in northern region of Malaysia concerned 
more about their finance and products. This study will help managers not to overlooked 
others internal environmental factors in their scanning activities. System can be 
something that has been failed to notice by managers. Information Technology (IT) system 
especially in the 21st century is a system that company can use to connect with other 
businesses internationally. Failing to adopt with useful information system will not help a 
company to left the SME box and move to large sized box. Besides that, in this study 
price also has been ignored as one of the important factor for internal scanning. Pricing 
decisions are different from one company with another. This decisions usually 
challenging but are especially vexing in periods of rapidly changing costs and market 
uncertainty. Failing to scanning price allocation will affect SMEs in budgeting and 
resources. 
 
As suggestions, future research should be carried out with much larger samples covering a 
wider geographical area to get overall view of Malaysia SMEs internal environmental scanning.  
Also this study can further validate the importance of understanding the internal 
environmental scanning from the SMEs entrepreneur view. 
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